I study whether bailouts of local governments carry electoral benefits for state governments with a dataset covering 421 municipalities in the German state of Hesse over the period 1999-2011. I find that past bailouts have no economically significant effect on the municipality-level vote share of the parties that formed the state government in subsequent state elections. On the other hand, bailouts lead to vote increases for the ruling parties in subsequent local elections. On balance, these results suggest that electoral concerns are not the reason why central governments find it difficult to commit to a no-bailout policy.
In many countries, the central government pays discretionary transfers to fiscally distressed subnational jurisdictions. Examples include Germany where the federal government has provided special transfers to two indebted states in the early nineties (Seitz, 1999) , Italy where chronically unstable regional public health systems regularly receive ex-post financing from the center (Bordignon and Turati, 2009) , and Sweden where the central government often grants additional funding to indebted municipalities (Pettersson-Lidbom, 2010) . Such transfers, usually referred to as bailouts, can be very costly. First, there are direct costs. The bailout of the two states in Germany, for example, cost around 15 billion Euro over a period of ten years. More importantly, however, bailouts may distort the behavior of subnational governments and thus carry large indirect costs. In particular, subnational governments have an incentive to over-borrow if the central government responds to subnational borrowing with a bailout (Rodden et al., 2003) . For example, Pettersson-Lidbom (2010) estimates that in Sweden bailout expectations are responsible for an increase in municipal debt by more than 20%. 1 If bailouts cause inefficient subnational borrowing, why do central governments not simply implement a no-bailout policy? Without the possibility of additional transfers, the incentives of subnational governments should remain undistorted and their borrowing should be efficient. The usual answer is that a no-bailout policy involves a dynamic commitment problem (Kornai, 1979) . Once a subnational government faces a fiscal crisis, it might be in the interest of the central government to grant it additional resources. If subnational governments are aware of this possibility, they will continue to harbor bailout expectations even if the central government announces a no-bailout policy ex-ante.
One reason why central governments might find it difficult to follow through with a nobailout policy are electoral considerations. A central government that is concerned with its reelection might face strong incentives to grant bailouts to a subnational jurisdiction if it believes that such additional resources will increase the number of votes it can gain in that jurisdiction. For this explanation for the persistence of subnational bailout expectations to be valid, however, it must be the case that voters in jurisdictions that received a bailout in the previous legislative period reward the central government in the next election.
I study in this paper whether bailouts carry electoral benefits for the central government using a panel of 421 municipalities in the German state of Hesse over the period 1999-2011. During this period, the Hessian state government provided bailouts to almost ten percent of its municipalities. Simultaneously, two state and three local elections were held. Hessian municipalities hence provide a compelling institutional laboratory to study the electoral consequences of subnational bailouts.
My methodology involves estimating models that relate municipal bailouts in the previous legislative period to the change in the municipal-level vote/seat share of the incumbent parties in the next state and local elections. To identify the causal effect of bailouts on the incumbent parties' vote/seat share, I rely on a selection on observables approach. More specifically, I treat the allocation of bailouts as quasi-random conditional on legislative term fixed effects and time-varying control variables. This approach would be invalid if there are omitted variables that systematically influence both the likelihood of a municipality receiving a bailout and its propensity to vote for the governing parties at the next election. I argue further below that the estimates are likely to be robust to such an omitted variable bias.
In a first step, I relate bailouts paid during the 1999-2002 and 2003-2007 state-level legislative periods to the municipal-level vote share of the governing parties in the state elections of 2003 and 2008, respectively. If voters reward the state government for bailouts, we should observe that bailouts are positively related to the subsequent municipal-level vote share of the parties that formed the state government in the previous legislative period. The estimates, however, indicate that bailouts have no effect on the vote share of the governing parties in Hesse. These zero-effects are precisely estimated, which points to an economically rather than only statistically insignificant effect of bailouts.
In a second step, I investigate whether the ruling parties at the state level benefit at local rather than state elections from providing a bailout. That is, I relate bailouts in the last local legislative period (1999-2000 2 , 2001-2005, 2006-2010) to electoral outcomes in the local elections held in 2001, 2006, and 2011, respectively. The results suggest that the share of seats in the local council won by the parties forming the state government increases if a municipality received a bailout in the second half of last local legislative period.
There are two explanations for why the ruling parties benefit at the local but not at the state level. Voters might either believe that politicians from the local branches of the ruling party were instrumental in convincing the state government to grant their municipality a bailout. Consequently, they may feel more grateful to the local rather than the state-level politicians. Alternatively, voters might believe that voting for the ruling parties in local rather than in state elections is a more effective way to express their gratitude. That is, changes in voting patterns within individual municipalities in response to a bailout have negligible effects on state election outcomes. In local elections, on the other hand, a change in individual voting patterns can have a significant impact. I explore in a final step which of these two explanations is valid by studying whether the effect of bailouts on municipal election outcomes varies according to the ideological composition of the municipal council.
The findings of this paper have interesting implications for future theoretical work on bailout transfers. That state-level politicians do not benefit from the bailouts they provide 2 While the legislative period before the election in 2001 did last from 1997-2000, I only consider bailouts paid from 1999 onwards because the ideology of the state government changed after the state election of 1999. When voting at the local election in 2001, therefore, voters should associate bailouts before 1999 not with the incumbent state government but rather with the opposition parties, i. e. the parties that had formed the state government before 1999.
contradicts several theoretical contributions in political economics that perceive the central government as opportunistic with respect to its transfer policy (Lindbeck and Weibull, 1987; Dixit and Londregan, 1998; Goodspeed, 2002; Robinson and Torvik, 2009; Kaiser and Taugourdeau, 2012) . While I find that the ruling parties benefit from bailouts in subsequent local elections, it is unclear to what extent state-level politicians will tailor their bailout policy in anticipation of such electoral outcomes. The primary concern of state-level politicians should be their reelection in the next state elections. If bailouts do not help in this pursuit, then state governments should have few incentives to allocate them in view of political considerations. It is consequently likely that they choose to allocate bailouts according to true fiscal need. On balance, therefore, the results in this paper support the theoretical approaches which assume that the central government behaves as a welfare-maximizer when it comes to subnational bailouts (Wildasin, 1997; Inman, 2001; Doi and Ihori, 2006; Akai and Sato, 2008; Crivelli and Staal, 2008; Breuillé and Vigneault, 2010; Goodspeed and Haughwout, 2012) . This paper contributes to the literature on fiscal federalism by focusing on the central government's role in the bailout game. While the behavior of subnational governments that harbor bailout expectations is well understood (Rodden et al., 2003; Bordignon and Turati, 2009; Pettersson-Lidbom, 2010; Baskaran, 2012a) , little is known about the incentives that central governments face. In particular, there are no studies that explore whether central governments benefit electorally by providing bailout transfers. Most existing contributions on the central government's bailout policy, in contrast, focus on its political determinants rather than its consequences. For example, Sorribas-Navarro (2011) finds that the Spanish central government is more likely to provide bailouts to regions with a large number of swing voters. 3 Whether bailout transfers translate into more votes for the central government, however, remains unexplored.
The remainder of this paper is structured as follows. The next section describes the administrative structure of Hesse, provides a brief description of Hessian local politics, and discusses the municipal bailouts during the sample period. Section 3 introduces the empirical methodology to estimate the causal effect of bailouts on electoral gains. Section 4 collects the results. Section 5 concludes.
Political developments and fiscal institutions in Hesse
Hesse is located in the center of the German Federation. It has about six million inhabitants who live in 426 municipalities. 421 municipalities are organized into twenty one counties.
Five large municipalities have a special status and are expected to assume both municipal and county responsibilities: they are called county-independent cities. I exclude these special status municipalities from the subsequent analysis since they are not fully comparable to the remaining 421 regular municipalities. In addition, Hesse has four forest areas. I exclude these areas from the analysis as well since they have no inhabitants.
Municipalities offer their inhabitants a broad array of goods and services. These goods and services can be classified according to whether their provision is mandatory or voluntary.
Municipalities are required by law to provide mandatory goods. For example, all municipalities must provide primary schooling, municipal daycare services, and civil protection.
3 A related literature studies whether the regional allocation of general intergovernmental transfers can be explained by political variables. Arulampalam et al. (2009) show that political alignment and the existence of swing voters is important for the amount of transfers that Indian regions receive from the central government. Dahlberg and Johansson (2002) , Johansson (2003) and Brollo and Nannicini (2012) obtain similar results by studying discretionary grants paid by the Swedish and Brazilian central governments to their municipalities, respectively. A limited number of papers study whether local incumbents benefit in municipal elections from general transfers (Solé-Ollé and Sorribas-Navarro, 2008; Litschig and Morrision, 2009 ). The electoral consequences of general federal transfers for incumbent representatives in US House elections have been explored by Levitt and Snyder (1997) .
Examples of voluntary goods are swimming halls, sports venues, but also hospitals. Municipalities are not required to provide these goods, but may choose to do so if they have the necessary fiscal resources.
Municipalities fund their expenditures through user fees, municipal taxes, and transfers.
User fees are supposed to cover the cost of specific services. To fund general expenditures, municipalities must raise tax revenues or rely on transfers. Among the multitude of municipal taxes, two carry real fiscal importance: the property tax (Grundsteuer B ) and the business tax (Gewerbesteuer ). Municipalities are free to choose the rates for these taxes 4 . That these two important taxes are under local control allows municipalities to expand the provision of both mandatory and voluntary goods according to their own discretion.
The state government pays, in very general terms, two types of transfers to municipalities.
The first type of transfers are rule-based general and special purpose grants. In particular, every year municipalities receive general purpose transfers (Schlüsselzuweisungen) according to a pre-specified formula that accounts for their tax capacity (Baskaran, 2012b) . In addition, municipalities receive annual special purpose transfers for the provision of specific public goods. For example, municipalities receive transfers for providing primary and secondary schools. Since these transfers are based on pre-specified formulas that omit ideological variables, it is a reasonable conjecture that the allocation of these general and special purpose transfers is independent of electoral considerations. 5
The second type of transfers are ad-hoc grants (Bedarfszuweisungen) that are paid out of a special fund (Landesausgleichsstock ) set up by the fiscal equalization law and financed by resources allocated to the fiscal equalization scheme. 6 The purpose of these transfers is 4 They technically do not choose a rate but rather a tax factor that is multiplied with a federationwide base rate. However, the tax factor determines the effective tax rate. Note that from 2003 onwards, municipalities may not choose less than a minimum tax factor for the business tax throughout the federation. 5 However, Litschig (2012) shows with Brazilian data that even formula-based transfer programs can be subject to political manipulation. 6 The Landesausgleichsstock is part of the Hessian fiscal equalization scheme and codified in Art. 28 of the Hessian Fiscal Equalization Law.
to offer additional support to municipalities that face "extraordinary" fiscal strains and to alleviate any "fiscal burdens" due to the implementation of the Hessian fiscal equalization law and other legal stipulations related to municipal finance.
Details about the conditions under which these bailout transfers will be granted are given in a publication by the state government called Richtlinienüber die Gewährung von Zuweisungen aus dem Landesausgleichsstock (guidelines for the provision of transfers from the state equalization fund). 7 The Richtlinien state, in a nutshell, that to obtain a bailout, a municipality has to submit a written request to an administrative body called Regierungspräsidium (regional board). There are three Regierungspräsidien in Hesse, each responsible for a certain number of municipalities. In the administrative hierarchy of Hesse, the Regierungspräsidium is located just below the state tier. It is led by a president who is classified as a political official (politischer Beamter ) and directly appointed by the state government. Typically, he is a member of one of the parties forming the state government.
The Regierungspräsidium assesses whether the request of a municipality for a bailout is well-founded. If it reaches the conclusion that the request is unfounded, it has the authority to reject the request at this stage. Otherwise, the request is passed over to the state interior ministry together with an assessment by the Regierungspräsidium. The final determination on whether to grant a bailout is then made by the interior ministry in consultation with the state finance ministry.
While the Richtlinien specify general requirements under which bailouts will be granted, there are no strict and definite criteria. The Richtlinien state, for example, that bailouts will only be paid if municipalities cannot resolve their budgetary problems on their own and if the municipality itself is not to blame for these problems. However, they neither state when municipality should be held responsible for its fiscal problems. Consequently, the decision of either to grant or to refuse a bailout is effectively a discretionary one that is ultimately made by a politician: the state interior minister.
Voters should be well aware about whether their municipality has received a bailout in the recent past. Bailouts are well publicized by the local media and actively discussed by local politicians. Voters should also know that bailouts are granted discretionarily. Even if voters are not explicitly aware of the formal arrangements, the terminology used by news outlets and in press releases by local politicians often insinuates that bailouts are a discretionary choice of the state government. It is often stated that the state government "grants" a bailout, that it "reaches out" to a municipality, or alternatively that it "refuses to help". 8 Figure 1 presents a map of Hessian municipalities. Municipalities are classified according to the number of bailouts they have received during the 1999-2010 period. 382 municipalities received no bailout during these years. 30 municipalities got between one and four. Nine municipalities received five or more bailouts. Figure 2 shows the distribution of the number of bailouts per municipality in more detail.
In subfigure (a), we see that among the 39 municipalities that received at least one bailout during the 1999-2010 period, fourteen received exactly one. Subfigure (c) shows that the volume of bailout payments steadily increased until the very end of the sample period. In 1999, total bailout payments were 2.78 million Euros. In 2008, this number had increased to 14.18 million Euros. In 2010, however, the volume had dropped to 5.03 million Euro.
As voters should be aware of both that a bailout has been granted recently and that it was a discretionary decision by the state government, it is possible that they reward the ruling parties for past bailouts in the next state or local elections. 9 However, bailouts may carry some costs for the recipient municipalities as well. As in many other institutional settings where large municipal fiscal imbalances result in increased central supervision (Hopland, 2013) , municipalities that receive a bailout in Hesse are in principle required to cut expenditures and raise tax rates. While the extent to which the state government enforces such austerity measures is subject to discretion, it is plausible that if they are too strict, municipal voters will be disinclined to support the state government in subsequent elections.
In any case, bailouts and possible austerity measures come as a package, and the goal of this paper is to explore the net-effect of this package on electoral outcomes.
State elections are held after the end of a legislative period. The length of a legislative period used to be four years, but was extended to five years in 2002. 10 As all German
States, Hesse has a unicameral parliamentary system at the state level. The electoral rule is complicated, but its essential feature is that voters ultimately elect political parties according to a proportional rule. While there are elements of a majoritarian system, the parties receive seats in the legislature roughly proportional to their state-wide "second-vote" share 11 . If one of the parties has more than fifty percent of the seats, it can form a single-party government. 9 Geißler (2009) questions whether the Bedarfszuweisungen are bailouts from a legal viewpoint. He argues that these transfers are not bailouts because the Landesausgleichsstock is technically part of the municipal equalization scheme. Therefore, the resources out of this fund belong in legal terms to the sphere of municipal revenues. Nevertheless, that the state government ultimately decides discretionarily on whether a municipality is entitled to Bedarfszuweisungen implies that they are bailouts from an economic viewpoint.
10 The extension was approved by a popular referendum in 2002. Two arguments were made in favor of this extension (Hessischer Landtag, 2002) . First, as most other German States had a five-year legislative period, the extension would bring Hesse in line with the rest of the federation. Second, the extension would give the state government and state parliamentarians more time to govern without being distracted by a looming election.
11 The relevant votes are called second vote because voters can cast two votes in state elections. The "first-vote" is only marginally important for the allocation of seats.
If none of the parties have more than fifty percent of the seats, a coalition government has to be formed. Local elections are held at the same time in all municipalities, but at a different date than the state elections. I focus in this paper on the local elections held in 2001 , 2006 , and 2011 . In general, all parties that are of relevance at the state level also participate at the local elections. While there are a number of small parties and municipality-specific groups that have noticeable success, the large state-level parties dominate the political landscape at the local level as well.
The electoral law at the local level is very complicated. For example, voters can cast multiple votes for several party lists but also delete individual candidates from any of the party lists for which they vote (so called kumulieren and panaschieren). All votes are aggregated and seats in the local council of a municipality are allocated roughly according to the aggregated vote shares. Hence, there is no standard party vote share at the local level.
In any case, the parties should ultimately be concerned with the number of seats they gain in the local council and not with the number of votes as such. Therefore, if bailouts have positive electoral consequences at the local level, they should lead to a larger seat share in the local council for the parties that are in power at the state level.
For most of the 1999-2011 period, there were four politically relevant parties in Hesse:
the SPD (Sozialdemokratische Partei Deutschlands), the CDU (Christlich Demokratische Union), the Green Party (Büdnis 90 / Die Grünen), and the FDP (Freie Demokratische Partei ). The SPD is a social-democratic party and to the left of the political spectrum. The CDU is a culturally conservative and economically moderately pro-market oriented. The Green Party focuses on environmental issues and is considered to be left-wing. The FDP is culturally liberal and strongly pro-market oriented. It is typically considered to be a rightwing party. In 2008, a new left-wing party, called Die Linke, emerged as an alternative to the SPD. The SPD and CDU are often referred to as "big" parties because they typically receive more than 30% of the votes in state level elections in Germany. Accordingly, the other parties, in particular the Green Party and the FDP, are usually referred to as "small" parties.
Two types of state governments governed Hesse during the sample period. In the legislative period from 1999 to 2002, the government was formed by a CDU-FDP coalition. From 2003 to 2007, a sole CDU government was in power. After a brief hung parliament following the elections in 2008, which necessitated a caretaker government, new elections in 2009 led once more to a CDU-FDP coalition. In this paper, I always consider the aggregated vote share of the CDU and FDP as outcome variable. Treating the CDU-FDP coalition as essentially one large right-wing party is reasonable since voters who are supporters of either of the two big parties often vote for the corresponding small party for strategic reasons. For example, supporters of the CDU sometimes vote for the FDP, the "small" right-wing party, to help the FDP to over-come the so called "five-percent hurdle" in state-level elections (note that at the local level the five-percent hurdle was abolished in Hesse in 2001).
The five-percent hurdle implies that parties will only receive seats in the state legislature if they have more than five percent of the votes in the whole of Hesse. Therefore, if a CDU supporter wants to see a large seat share for the right-wing party block (and thereby either prevent a left-wing government or ensure a right-wing government) and she is uncertain whether the FDP will over-come the five percent hurdle, she should vote for the FDP as her vote is more decisive if she does so. Similarly, disenchantment with the CDU might result in a decline of the vote share of the FDP if many CDU supporters have voted strategically in the previous election. In short, many voters think in terms of left-wing versus right-wing party blocks rather than in terms of the individual parties, and this should be reflected by the definition of the variables used in the empirical analysis. Figure 3 compares the average aggregated vote share of left-wing (SPD and Green Party) and right-wing (CDU and FDP) parties in the two state elections held in 2003 and 2008. It distinguishes between the average vote shares in municipalities that received at least one bailout in the previous legislative period and the vote shares in municipalities that received no bailouts. The figure suggests that municipalities that received bailouts during the previous legislative favored left-wing relative to right-wing parties in both elections.
Subfigure (a) in
However, the development of the vote share from one election to the next is very similar for both groups of municipalities. Subfigure (b) provides a corresponding figure for the three local elections held in 2001, 2006, and 2011 . At first sight, this subfigure suggests that the seat share of the left-wing parties in the local council has been higher in bailout than in no-bailout municipalities in every local election. However, the development over time in the seat shares appears to be once again similar for both types of municipalities.
My aim is to study whether a bailout of a municipality in legislative period t − 1 carries electoral benefits for Hessian state governments in the election at the beginning of the next legislative period. This question can be analyzed in a standard regression framework by estimating the following model:
where ∆v i,t = v i,t − v i,t−1 is either the change in the share of aggregated votes between two state elections or the change in the share of aggregated seats between two local elections for the right-wing parties (CDU and FDP) in a municipality i. ǫ i,t is the error term. µ t are legislative fixed effects and x is a vector of appropriately defined control variables. Despite the inclusion of control variables, there is, given the kind of observational data that I use in this paper, the possibility that there remain omitted variables affecting both the likelihood of bailouts and the vote share of the incumbent state government. However, since I control for the long-term political affiliation of municipalities by using only the change in vote shares as dependent variable and legislative term fixed effects, such omitted variables must vary systematically within municipalities and within legislative periods. Nonetheless, it is still possible that the central government is more likely to provide bailouts to municipalities in which it expects a loss in votes at the next election for some unobserved reason not sufficiently accounted for by the control variables. In this case, the treatment effect of bailouts might be underestimated. Alternatively, the central government might provide bailouts to municipalities where it anticipates a large vote gain in the future for reasons unrelated to bailouts. In this case, the treatment effect might be overestimated.
14 The tax capacity is a measure reported in the Hessian Municipal Statistics Yearbook. It is constructed by multiplying the various tax bases with the average of the relevant tax rates prevailing in the state in a given year. This measure is supposed to reflect the ability of municipalities to raise tax revenues. It is therefore a more accurate indicator of tax capacity than tax revenues.
While it is possible that such unobserved time-varying variables exist, it is unlikely that they will systematically influence the state government's bailout policy. Given the inherent uncertainty about how voters within individual municipalities are going to change their voting patters from one to the next election, it is implausible that the state government would base its bailout policy on such expected changes. Consequently, it seems reasonable to presume that there is no residual correlation between the error-term and the bailout variables.
Results

State elections
In this section, I report the results for state-level elections. I collect separate estimation results for models with and without control variables. Hypothesis tests are always conducted with heteroscedasticity and cluster-robust standard errors (reported in parentheses below the coefficient estimates in the regression tables). Clustered standard errors are included to account for autocorrelation, the unit of clustering hence is the municipality.
The results in Table 1 indicate that bailouts have no electoral consequences for the governing parties in the state election, irrespective of whether they are paid early or late in the previous legislative period. The effect is always statistically insignificant. More importantly, however, the estimates are also very small in economic terms. Ignoring the statistical insignificance for the moment, I find that the change in the vote share of the governing parties in municipalities that received a bailout in the late part of the previous legislative period is at most 0.22 percentage points higher than in municipalities without any bailouts in the second part of the previous legislative period. For bailouts in the early part of the previous legislative period, the estimated coefficient is not even positive.
The second column in each set of models studies the effect of the total volume of bailout payments, scaled by mean population size. The results show that an additional 100 Euros per capita in bailout transfers in the second half of the previous legislative increases the vote share by at most 0.19 percentage points. Once more, the estimated coefficient is not even positive for bailouts in the first half of the previous legislative period.
As indicated by the relatively small standard errors, the bailout effects are precisely estimated. The 95% confidence intervals for the estimated coefficients cover less than 1.5 percentage point around 0. It thus appears that bailouts have no beneficial consequences for the incumbent parties in the next state election.
Local council elections
The previous results show that bailouts carry in subsequent state elections no electoral benefits for the right-wing parties. However, state elections are not the only type of elections held in Hesse. The municipal council in each municipality is elected in regular local elections and it is possible that voters reward the local party branches rather than the state government as such for bailouts.
In the following, I check whether bailouts indeed increase the seat share of the rightwing parties. I consider the local elections held in 2001, 2006, and 2011 . Similar to the regressions with the electoral outcomes at the state level, I relate bailouts in the legislative period immediately predating a particular election with the change in the aggregated share of seats gained by the CDU and the FDP. Given the timing of the local elections, there are three instead of only two legislative periods available for these regressions. The results are collected in Table 2 . Models (I) to (IV) in this table largely mirror those reported in Table 1 . One difference to Models (III) and (IV) of Table 1 , however, is that I additionally include in the list of control variables a dummy that indicates whether the local council was dominated by right-wing or left-wing parties in the previous legislative period. More specifically, this dummy variable is 1 if the right-wing seat share in the previous legislative period was larger than the left-wing seat share, and else 0. This dummy is included to control for possible incumbency effects on electoral outcomes that could be correlated with bailouts (Lee, 2008) .
Mirroring the findings in the state-level regressions, the results in Models (I) to (IV) suggest that bailouts paid in the first half of the previous legislative period have no effect on electoral outcomes at the local level. On the other hand, the results point to a larger effect of bailouts paid in the second half of the previous legislative period than in the state-level regressions. The aggregated seat share of the CDU and the FDP in the municipalities that received a bailout in the second half of previous legislative period increases by about 1.2 to 1.6 percentage points. In addition to being economically larger than in the previous regressions, the effect is almost statistically significant. Similarly, the models using the volume of bailout transfers per capita paid in the second half indicate that a rise of 100 Euros per capita in bailout transfers increases the vote share by about 0.96 to 1.24 percentage points. In these regressions, the bailout variable is highly significant.
Hence, bailouts paid in the second half of the previous legislative period have a much larger effect on the electoral fortune of the ruling party at the local than at the state level.
As indicated in the introduction, there are two explanations for this pattern of results.
First, voters might believe that it is the local politicians of the CDU and FDP who were instrumental in acquiring a bailout and that, therefore, it is them who should be rewarded.
Alternatively, voters might believe that rewarding the ruling parties in state elections will have little impact as the voting patterns in any individual municipality are negligible for state-level electoral outcomes. Therefore, they might opt to reward the ruling parties in local elections but to focus on other issues when voting in state elections.
One way to indirectly explore the validity of both explanations is through the regressions reported in Models (V) and (VI) of Table 2 . These models include interactions of the bailout variables with the dummies indicating the ideology of the previous municipal council. More specifically, I explore whether the effect of a bailout on the vote share of the right-wing parties depends on whether the local council has been dominated in the previous legislative period by either right-or left-wing parties.
If voters believe that it is local right-wing politicians that are responsible for securing a bailout, then the increase in seats of right-wing parties after receiving a bailout should be larger in municipalities where the council was dominated by right-wing parties in the previous legislative period. This argument is based on the idea that local right-wing politicians have more influence with the state government if they originate from a municipality that favors right-wing parties.
If, on the other hand, voters believe that it is more effective to express their gratitude in local rather than state elections, the gain in seat share of right-wing parties should be larger in municipalities where the council is dominated by left-wing parties. The idea underlying this argument is that an increase in the seat share of right-wing parties matters more if it can lead to a switch in the ideological alignment of a municipality.
The results indicate that the gain in seats of right-wing parties in response to a bailout is smaller in municipalities with right-wing dominance (or, respectively, higher in municipalities with left-wing dominance). However, the results are somewhat erratic.
For the models with a bailout dummy, the increase in the right-wing seat share in response to a bailout in the second half of the previous legislative is about 1.97 percentage points lower in right-wing than in left-wing municipalities. The coefficient is not statistically significant, however. For bailouts in the first period, there are no meaningful differences for right-wing and left-wing municipalities in electoral outcomes.
On the other hand, the increase in the right-wing seat share in response to 100 Euros per capita in bailout transfers in the first half of the previous legislative period is 0.91 percentage points smaller in municipalities with a right-wing relative majority. This interaction effect is statistically significant. For bailouts in the second half of the previous legislative period, there are no differences between right-wing and left-wing municipalities.
The findings for the models with the bailout dummy and the volume of bailouts are thus to some extent inconsistent. That is, the regression with the bailout dummy suggest the existence of interaction effects with council ideology for late bailouts while those with the volume of bailouts suggest significant interactions for early bailouts. The reason for the erratic nature of the results is presumably that too many parameters have to be estimated with a limited number of bailouts in these models. For example, there are only five observations in my sample with both a relative right-wing majority and bailouts in the second half of a legislative period. Therefore, individual observations can have a large influence on the coefficient estimates.
Nevertheless, both Model (V) and (VI) suggests that that right-wing governments benefit from -either early or late -bailouts only in municipalities where the previous council was dominated by left-wing governments. More specifically, considering that the estimates for the "base effects" of the bailout variables are 1.36 and 0.97, respectively, the size of the estimates for the interaction effects indicate that right-wing parties do not benefit at all from bailouts in municipalities where right-wing parties were dominant in the previous legislative period.
It appears that the reason why bailouts carry only benefits at the local level is that voters believe it to be more effective if they reward the right-wing parties in the next municipal elections. This finding that there are no electoral benefits at the state but some benefits at the local level has interesting implications for whether the bailout policy of the state government will be distorted. I discuss these implications in the next section.
Conclusion
I ask in this paper whether central governments gain votes by providing bailouts to subnational jurisdictions. Using Hessian municipalities as a natural laboratory, I find that bailouts carry no meaningful electoral benefits for the ruling parties in state-level elections. On the other hand, the local politicians from the parties forming the state government seem to be rewarded by voters.
One reasonable implication of the finding that bailouts carry no benefits for state elections is that state governments are unlikely to distort their bailout policies in favor of politically decisive municipalities. While state-level politicians might be concerned about the success of the local party branches, their careers are ultimately dependent on the outcome of state elections. If bailouts carry no benefits in these elections, then the most straightforward course of action for state-level politicians is to grant them according to true fiscal need. Moreover, only relatively few municipalities receive bailouts in each legislative period. Swaying votes in these few municipalities might not be worthwhile from the perspective of state governments.
Finally, persistent politically motivated allocations of bailouts may actually result in electoral losses in municipalities that do not benefit from bailouts.
The conclusion that political considerations are unlikely to influence the allocation of bailout transfers contradicts much of the existing literature on the determinants of general intergovernmental transfers. The consensus in this literature is that political variables matter. Brollo and Nannicini (2012) , for example, find that the Brazilian federal governments provides more transfers to municipalities with mayors that are politically aligned with the ruling parties at the center. Consequently, some caution regarding the interpretations advanced in this paper is appropriate. That the parties forming the state government in Hesse benefit at the local level implies that electoral considerations cannot be fully excluded. To conclusively determine that electoral considerations do not bias the state government's bailout policy, future research should explore whether and to what extent state-level politicians are concerned with electoral outcomes at the local level.
Irrespective of the potential explanations for the findings, they neither indicate that bailouts are efficient nor that politicians do not try to buy votes through transfers. Even if they do not carry electoral benefits for the central government, the availability of bailouts is likely to distort local fiscal policy and result in inefficiently high levels of spending and debt. Similarly, there remains the possibility that politicians use other types of transfers, in particular regular intergovernmental transfers, to score political gains. A further avenue for future research, therefore, is to explore in other institutional contexts whether the political effects of bailout transfers are indeed different from those of regular intergovernmental grants and to establish the causes for any such differences. sity of Kassel for their comments. Finally, I thank Stephan Ostgen from the State Interior Ministry for answering my questions regarding the bailout system in Hesse. right-wing (CDU and FDP) parties in municipalities that received and in municipalities that did not receive a bailout in the previous legislative period. The average vote shares for bailout municipalities are indicated with "B" in the figure, the average for no-bailout municipalities is indicated with "NB". 
